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Re: Regula ory Capi al Rule: Capi al Simplifica ion for Qualifying Communi y Banking Organiza ions

Dear Sir or Madam,

The Conference of S a e Bank Supervisors (“CSBS”) apprecia es  he oppor uni y  o commen  on 
 he No ice of Proposed Rulemaking issued by  he Office of  he Comp roller of  he Currency ( he “OCC”), 
 he Federal Reserve Board ( he “Board”), and  he Federal Deposi  Insurance Corpora ion ( he “FDIC”) 
(collec ively,  he “agencies”)  i led “Regula ory Capi al Rule: Capi al Simplifica ion for Qualifying 
Communi y Banking Organiza ions” ( he “proposed rule” or “proposal”).

The proposed rule implemen s Sec ion 201 of  he Economic Grow h Regula ory Relief and Consumer 
Pro ec ion Ac  of 2018 (“EGRRCPA” or  he “Ac ”). Sec ion 201 direc s  he agencies  o develop a 
communi y bank leverage ra io (“CBLR”)  o serve as a simple measure of capi al adequacy which, if 
exceeded by cer ain communi y banks1, would exemp   hem from  he curren  regula ory capi al rules and 
associa ed repor ing requiremen s. Sec ion 201 was in ended  o provide communi y banks appropria e 
regula ory relief from  he complexi ies and burdens of  he curren  regula ory capi al rules while ensuring 
 ha   hese organiza ions main ain a high quali y and quan i y of capi al consis en  wi h  ha  required under 
 he curren  rules. CSBS believes  ha  Sec ion 201 can be implemen ed in a manner  ha  fulfills  his in en .

As we expressed in our previous le  er, we believe  ha   he proposed CBLR Framework, as designed, fails 
 o provide communi y banks  he regula ory relief in ended by Sec ion 201 primarily because of  he

1 In  his le  er, we use  he  erms “bank” and “communi y bank”  o refer  o bo h deposi ory ins i u ions and 
deposi ory ins i u ion holding companies.
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proposed es ablishmen  of a separa e Promp  Correc ive Ac ion (“PCA”) Framework wi hin  he CBLR 
Framework.2 We believe  here are al erna ive approaches  o addressing a communi y bank  ha  op s in o 
 he CBLR and subsequen ly falls below  he CBLR and we have ou lined one such approach in an 
Appendix  o  his le  er.

Aside from  his larger issue, s a e regula ors believe cer ain aspec s of  he proposed rule rela ing  o 
eligibili y for  he CBLR Framework also pose an obs acle  o providing  he regula ory relief in ended by 
Sec ion 201. Addi ionally, we believe  ha  cer ain modifica ions  o  he proposed rule rela ing  o 
consul a ion wi h s a e bank regula ors would render  he proposal more consis en  wi h  he spiri  of 
Sec ion 201.

In  his le  er, CSBS discusses  he following poin s:
•  he CBLR Framework should no  include  he qualifying cri eria for concen ra ions in mor gage 

servicing asse s (“MSAs”) and deferred  ax asse s (“DTAs”);
•  he defini ion of “off-balance shee  exposures” in  he qualifying cri eria is overly broad and unduly 

burdensome;
•  he proposed rule should require agency no ifica ion of s a e bank regula ors when a s a e-char ered 

CBLR bank op s ou  of  he CBLR Framework be ween repor ing periods; and
•  he proposed rule should provide for  he appropria e role of s a e bank regula ors in carrying ou   he 

CBLR Framework.

Overview  f Secti n 201  f EGRRCPA and the Pr p sed CBLR Framew rk

In direc ing  he agencies  o es ablish a CBLR Framework, Sec ion 201 of  he Ac  defines  he componen s 
and po en ial levels of  he CBLR, limi s eligibili y for compliance wi h  he CBLR, and, se s ou  
regula ory consequences for compliance wi h  he CBLR.

Under Sec ion 201(a), a “qualifying communi y bank” is defined as a bank wi h  o al consolida ed asse s 
of less  han $10 billion. Addi ionally, Sec ion 201(a) au horizes  he agencies  o de ermine  ha  banks  ha  
fall under  his asse   hreshold are no  qualifying communi y banks based on a considera ion of  he risk 
profile of qualifying communi y banks. Under Sec ion 201(a),  he risk profile fac ors  ha   he agencies 
may rely on  o disqualify an o herwise qualifying communi y bank are off-balance shee  exposures, 
 rading asse s and liabili ies,  o al no ional deriva ives exposures, and such o her fac ors as  he agencies 
de ermine appropria e.

To implemen   his provision,  he agencies have proposed  o es ablish “qualifying cri eria”  o limi  
eligibili y for  he CBLR  o “qualifying communi y banks”. Specifically, under  he proposed rule,  o be a 
“qualifying communi y bank”, a bank mus  have:
• To al consolida ed asse s of less  han $10 billion;
• To al off-balance shee  exposures (excluding deriva ives o her  han credi  deriva ives and 

uncondi ionally cancelable commi men s) of 25 percen  or less of  o al consolida ed asse s;
• To al  rading asse s and  rading liabili ies of 5 percen  or less of  o al consolida ed asse s;
• MSAs of 25 percen  or less of CBLR  angible equi y; and
• Temporary difference DTAs of 25 percen  or less of CBLR  angible equi y.

2 CSBS’ previous le  er commen ing on  he proposed CBLR Framework is available here:
h  ps://www.csbs.org/regula ory-capi al-rule-capi al-simplifica ion-qualifying-communi y-banking-organiza ions.

2



Addi ionally,  he agencies would reserve  he au hori y  o disallow  he use of  he CBLR Framework by 
banks based on o her risk profile fac ors no  cap ured by  he qualifying cri eria enumera ed above. 
According  o  he proposal,  his au hori y would be based on  he general reserva ion of au hori y included 
in  he curren  capi al rules3 and  he agencies au hori y  o address  o address unsafe or unsound prac ices or 
condi ions, deficien  capi al levels, or viola ions of law or regula ion.4

As explained below, s a e bank regula ors have concerns wi h  he inclusion of cer ain me rics as 
qualifying cri eria, how cer ain qualifying cri eria have been defined,  he role of s a e bank regula ors in 
 he opera ion of  he CBLR framework.

The CBLR Framew rk sh uld n t include the qualifying criteria f r c ncentrati ns in MSAs and
DTAs.

S a e bank regula ors believe  ha   he proposed qualifying cri eria for concen ra ions in MSAs and DTAs 
should no  be used  o de ermine eligibili y for  he CBLR. This posi ion is guided primarily by our belief, 
as pu  for h in our previous le  er,  ha  Tier 1 Capi al should serve as  he numera or of  he CBLR and, 
consequen ly,  he CBLR should simply be a Tier 1 leverage ra io, a measure wi h which communi y 
banks are very familiar.

Elimina ing  he MSA and DTA qualifying cri eria and defining  he CBLR as a Tier 1 leverage ra io 
would have no affec  on  he amoun  of MSAs and DTAs includable in capi al. Specifically, if  he 
generally applicable capi al rules are revised as  he agencies’ recen ly proposed5,  hen  he amoun  of 
MSAs and DTAs  ha  may be included in CBLR  angible equi y would be equal  o  he amoun   ha  would 
be includable in Tier 1 capi al. However, elimina ing  he MSA and DTA qualifying cri eria would 
po en ially expand eligibili y  o a grea er number of communi y banks which would be consis en  wi h  he 
s a ed goals of  he proposed rule.

While  he proposed numera or of  he CBLR—CBLR  angible equi y—is in ended  o relieve CBLR banks 
from  he complexi ies and burdens associa ed wi h calcula ing Tier 1 capi al, i  should be no ed  ha  by 
including MSAs and DTAs as qualifying cri eria,  he proposal does no  elimina e  hese burdens bu  
simply shif s  he burden from  he calcula ion of capi al  o  he calcula ion of  he qualifying cri eria. Thus, 
making Tier 1 capi al ra her  han CBLR  angible equi y  he numera or of  he CBLR would no  ma erially 
al er  he burden and complexi y imposed under  he CBLR Framework.

In sum, elimina ing  he qualifying cri erion for MSAs and DTAs and defining  he CBLR as a Tier 1 
leverage ra io would no  al er  he quali y of capi al held by CBLR banks or  he burden imposed under  he 
CBLR Framework, bu  would po en ially expand eligibili y for  he CBLR. For  his reason, s a e bank 
regula ors believe  he MSA and DTA qualifying cri eria should no  be included in  he CBLR Framework.

The definiti n  f “ ff-balance sheet exp sures” in the qualifying criteria is  verly br ad and results
in regulat ry burden that is inc nsistent with the purp se  f the CBLR.

3 See 12 CFR 3.1(d) (OCC); 12 CFR 217.1(d) (Board); 12 CFR 324.1(d) (FDIC).
4 See 12 CFR 3.1(b) (OCC); 12 CFR 217.1(b) (Board); 12 CFR 324.1(b) (FDIC).
5 See Simplifica ions  o  he Capi al Rule Pursuan   o  he Economic Grow h and Regula ory Paperwork Reduc ion
Ac  of 1996, 82 Fed. Reg. 49984 (Oc ober 27, 2017).
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S a e bank regula ors believe  ha  proposed defini ion of “off-balance shee  exposures” in  he qualifying 
cri eria is overly broad because i  incorpora es cer ain  erminology and classifica ions employed in  he 
Basel III s andardized approach. Under  he proposal, “off-balance shee  exposures” would be defined  o 
include, among o her  hings, “off-balance shee  securi iza ion exposures”. “Securi iza ion exposure” is a 
 erm used in  he Basel III s andardized approach  o classify  he “exposure ca egory”6 covering 
securi iza ion  ransac ions. Unlike some of  he o her componen s of off-balance shee  exposures (such as 
unused commi men s and le  ers of credi ),  he exposure ca egory for securi iza ion exposures origina ed 
in  he more complex “advanced approach”  o risk weigh ing developed for large, complex banks7 and was 
subsequen ly incorpora ed in o  he Basel III s andardized approach.8 In designing  he Basel III 
s andardized approach, no major changes were made  o address  he overlap be ween advanced approach 
exposure ca egories which had previously no  applied  o communi y banks and  he s andardized approach 
exposure ca egories wi h which communi y banks were familiar  hrough Basel I.9 The s ruc ural clash 
be ween  hese approaches has made  he process of ca egorizing exposures under  he Basel III 
s andardized approach incredibly difficul  and complex and has been a major source of  he complexi y of 
 he curren  capi al rules. We believe i  would be inappropria e  o bring  his complexi y in o  he CBLR 
Framework.

In par icular, s a e bank regula ors recommend  ha   he CBLR qualifying cri eria avoid reliance on  hose 
broad and imprecise Basel III exposure ca egories  ha  were no  employed in  he Basel I s andardized 
approach. The securi iza ion exposure ca egory, of which “off-balance shee  securi iza ion exposures” are 
a par , is one such exposure ca egory and  hus should no  be employed in  he CBLR qualifying cri eria.
To rely on Basel III exposure ca egories of  his  ype would be inconsis en  wi h  he purpose of  he CBLR

6 In  his le  er, we use  he  erm “exposure ca egory”  o refer  o  he classifica ions employed in  he capi al rules  o 
dis inguish differen  classes of “exposures” for purposes of risk-weigh ing. The  erm “exposures” refers  o balance 
shee  asse s and off-balance shee  i ems, collec ively.
Under risk-based capi al rules generally,  he me hodology used for calcula ing  he denomina or of risk-based capi al 
ra ios—risk-weigh ed asse s—requires a bank  o (1) assign i s exposures  o  he appropria e exposure ca egory, (2) 
de ermine  he amoun  of  he exposure based on i s exposure ca egory, and (3) assign  he appropria e risk-weigh   o 
 he exposure based on i s exposure ca egory.
7 This more complex risk-weigh ing approach is called  he “advanced approach”  o credi  risk and was firs  
in roduced  he Basel II Framework issued in 2006, see Basel II: In erna ional Convergence of Capi al Measuremen  
and Capi al S andards: A Revised Framework - Comprehensive Version, and implemen ed by  he agencies in 2007, 
see Risk-Based Capi al S andards: Advanced Capi al Adequacy Framework — Basel II, 72 Fed. Reg. 69288 
(December 7, 2007). Al hough  he Basel II Framework ou lined a “s andardized approach”  o credi  risk  ha   rea ed 
securi iza ion exposures as a dis inc  exposure ca egory,  he agencies issued bu  never finalized a proposal  o 
implemen   he Basel II s andardized approach in  he U.S., see Risk-Based Capi al Guidelines; Capi al Adequacy 
Guidelines: S andardized Framework, 73 Fed. Reg. 43982 (July 29, 2008).
8 In  his le  er, we use  he  erm “Basel III s andardized approach”  o refer  o  he s andardized approach  o credi  risk 
es ablished by  he agencies in 2013, see Regula ory Capi al Rules: Regula ory Capi al, Implemen a ion of Basel III, 
Capi al Adequacy, Transi ion Provisions, Promp  Correc ive Ac ion, S andardized Approach for Risk weigh ed
Asse s, Marke  Discipline and Disclosure Requiremen s, Advanced Approaches Risk-Based Capi al Rule, and
Marke  Risk Capi al Rule, 78 Fed. Reg. 62018 (Oc ober 11, 2013). Al hough  he Basel III Framework did no  
con ain a revised s andardized approach, in implemen ing Basel III,  he agencies decided  o also implemen   he 
s andardized approach ou lined in  he Basel II Framework.
9 The s andardized approach applicable under Basel I refers  o  he s andardized approach  o credi  risk applicable  o 
non-advanced approaches banks under  he general risk-based capi al rules in effec  prior  o  he Basel III 
s andardized approach  aking effec  in 2015. See 12 CFR par  3, appendix A (2014); 12 CFR par  167 (2014); 12 
CFR par s 208 and 225, appendix A (2014); 12 CFR par  325, appendix A (2014); 12 CFR par  390, subpar  Z 
(2014).
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because doing so injec s in o  he CBLR Framework  he very complexi y and burden from which 
communi y banks were in ended  o be exemp ed by Sec ion 201.

In discussing  he proposed defini ion of  o al off-balance shee  exposures,  he proposed rule s a es  ha  i  
“is significan ly simpler  han under  he generally applicable capi al requiremen s, which require  ha  off- 
balance shee  exposures be conver ed  o on-balance shee  equivalen s and assigned  he appropria e risk 
weigh .” S a e bank regula ors respec fully disagree. Conver ing off-balance shee  exposures  o on- 
balance shee  equivalen s and assigning  he appropria e risk weigh , al hough cer ainly no  a simple 
ma  er, is only half  he ba  le. Before an off-balance shee  exposure is conver ed and risk-weigh ed, i  
mus  firs  be assigned  o  he appropria e exposure ca egory—a  ask which, under  he curren  capi al rules 
and repor ing ins ruc ions, is i self incredibly complex.10

As discussed above,  he significan  complexi y involved in appropria ely ca egorizing exposures under 
 he Basel III s andardized approach can be a  ribu ed primarily  o  he bread h and imprecision of cer ain 
exposure ca egories. The defini ion of “securi iza ion exposure” is an exemplar of  his bread h and 
imprecision. Under  he generally applicable capi al rules, “securi iza ion exposure” is defined as:

“(1) An on-balance shee  or off-balance shee  credi  exposure (including credi -enhancing 
represen a ions and warran ies)  ha  arises from a  radi ional securi iza ion or syn he ic securi iza ion 
(including a resecuri iza ion), or
(2) An exposure  ha  direc ly or indirec ly references a securi iza ion exposure described in 
paragraph (1) of  his defini ion.”11

Al hough seemingly s raigh forward,  o  ruly unders and  he nuances of  his defini ion one would have  o 
reference no less  han 18 o her defini ions in  he generally applicable capi al rules.12 To make ma  ers 
worse, o her exposure ca egories significan ly overlap wi h and  hus require reference  o  he defini ion of 
securi iza ion exposure.13 This overlap is eviden  in  he Call Repor  Ins ruc ions for Schedule RC-R-II 
which, for almos  every single line i em in RC-R-II, require cer ain exposures  o be repor ed provided 
 hey do no  qualify as a securi iza ion exposure which resul s in almos  100 ins ances in which  he 
Ins ruc ions require a bank  o de ermine whe her or no  an exposure is a securi iza ion exposure.

10 The  ask of de ermining  he exposure amoun  can also be qui e complex, par icularly for securi iza ion exposures. 
For ins ance,  he exposure amoun  of a securi iza ion exposure may equal  he exposure’s carrying value (subjec   o 
adjus men ) or no ional amoun  (subjec   o adjus men ) depending on whe her  he securi iza ion exposure is on- 
balance shee  or off-balance shee  and whe her or no  i  is an available-for-sale securi y, a held- o-ma uri y securi y, 
a repo-s yle  ransac ion, an eligible margin loan, an over- he-coun er deriva ive con rac , a cleared  ransac ion, or an 
exposure  o an asse -backed commercial paper program. See §.42 of  he regula ory capi al rules; see also  he Call 
Repor  Ins ruc ions for Schedule RC-R, RC-R-45, available here:
h  ps://www.ffiec.gov/pdf/FFIEC forms/FFIEC031 FFIEC041 201812 i.pdf.
11 See §.2 of  he regula ory capi al rules.
12 See id. The defini ion of securi iza ion exposure direc ly incorpora es four o her defini ions in §.2 (“ radi ional 
securi iza ion”, “syn he ic securi iza ion”, “resecuri iza ion”, and “credi -enhancing represen a ions and warran ies”) 
and indirec ly incorpora es four een o her defini ions in §.2 (“underlying exposures”, “ ranche”, “opera ing en i y”, 
“inves men  fund”, “money marke  fund”, “syn he ic exposure”, “resecuri iza ion”, “credi -enhancing in eres -only 
s rip”, “clean-up call”, “eligible clean-up call”, “asse -backed commercial paper program”, “asse -backed 
commercial paper program sponsor”, “bankrup cy remo e”, “eligible ABCP liquidi y facili y”).
13 See e.g.,  he defini ions of “corpora e exposure”, “residen ial mor gage exposure” and “equi y exposure” in §.2 of 
 he regula ory capi al rules.

5



Incorpora ing  he Basel III securi iza ion exposure ca egory in o  he CBLR qualifying cri eria would 
require frequen  cross-references  o  he generally applicable capi al rules and, accordingly, minimize  he 
relief provided by  he CBLR. For  his reason, s a e bank regula ors believe  ha  off-balance shee  
exposures should no  be defined  o include securi iza ion exposures. This is no   o say  ha   he exposures 
qualifying as off-balance shee  securi iza ion exposures should no  be  aken in o accoun  in  he CBLR 
qualifying cri eria. Ra her, we encourage  he agencies  o use  erminology in  he qualifying cri eria  ha  
iden ifies specific  ransac ions and produc s rou inely engaged in and acquired by communi y banks  ha  
mee   he defini ion of off-balance shee  securi iza ion exposure.14

In any even , s a e bank regula ors believe  he inclusion of “off-balance shee  securi iza ion exposures” in 
 he CBLR qualifying cri eria is no  appropria e because i  impor s in o  he CBLR Framework a significan  
amoun  of  he complexi y and burden of  he Basel III s andardized approach from which  he CBLR was 
in ended  o relieve communi y banks.

The pr p sed rule sh uld require agency n tificati n  f state bank regulat rs when a state-
chartered CBLR bank  pts  ut  f the CBLR Framew rk between rep rting peri ds.

In direc ing  he agencies  o es ablish  he CBLR Framework, Sec ion 201 requires a CBLR bank  o no ify 
 he appropria e s a e bank supervisor when a qualifying communi y bank i  supervises exceeds, or does 
no  exceed af er previously exceeding,  he CBLR. As discussed in  his sec ion, s a e bank supervisors 
believe  ha , while  he proposed rule appropria ely implemen s  he no ifica ion requiremen  for 
circums ances when a CBLR bank falls below  he CBLR, no ifica ion should also be provided when a 
CBLR bank op s ou  of  he CBLR Framework be ween repor ing periods.

The proposed rule reques s commen  on whe her  he publica ion of  he CBLR in  he Call Repor  would 
provide an operable means of fulfilling  he requiremen   ha   he appropria e federal agency no ify  he 
applicable s a e bank supervisor when a communi y bank exceeds or ceases  o exceed  he CBLR. S a e 
bank supervisors generally suppor   his approach  o fulfilling  he no ifica ion requiremen  when a CBLR 
bank ei her falls below  he CBLR or op s ou  of  he CBLR Framework a   he end of a repor ing period by 
comple ing  he curren  regula ory capi al repor ing requiremen s..

However, for a CBLR bank  o op  ou  of  he CBLR Framework be ween repor ing periods,  he proposed 
rule would require  he bank  o produce capi al ra ios under  he generally applicable capi al requiremen s 
 o  he appropria e agency a   he  ime of op ing ou . Wi h respec   o a CBLR bank  ha  op s ou  be ween 
repor ing periods, we believe  he appropria e agency should promp ly no ify  he appropria e s a e bank 
supervisor  ha   he bank has op ed ou  and share  he informa ion produced by  he bank in order  o op  ou . 
No ifying and sharing informa ion wi h s a e bank regula ors regarding CBLR banks  ha  op  ou  of  he

14 The use of specific, concre e  erminology  o describe  ransac ions and produc s  ha   oday qualify as securi iza ion 
exposures was  he approach  aken in  he Basel I s andardized approach as well as  he “simplified s andardized 
approach” ou lined Basel II Framework. See Annex 11 of  he Basel II Framework, supra no e 7; see also Regula ory 
Capi al Rules: S andardized Approach for Risk-Weigh ed Asse s; Marke  Discipline and Disclosure Requiremen s,
77 Fed. Reg. 52887, 52913 (Augus  30, 2012) (con ras ing  he proposed  rea men  of “securi iza ion exposures” 
under  he Basel III s andardized approach wi h  he  rea men  of “recourse obliga ions, residual in eres s, direc  credi  
subs i u es, and asse - and mor gage-backed securi ies” under  he Basel I s andardized approach). For wha  i s 
wor h, employing precise, discre e  erminology ra her  han open-ended, overlapping defini ions is one approach  he 
agencies could  ake in developing a simplified s andardized approach for communi y banks.
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CBLR be ween repor ing periods would, in par , fulfill  he s a e regula or no ifica ion requiremen  in 
Sec ion 201.

The pr p sed rule sh uld pr vide f r the appr priate r le  f state bank regulat rs in carrying  ut
the CBLR Framew rk.

In direc ing  he agencies  o es ablish  he CBLR Framework, Sec ion 201 requires  he agencies  o consul  
wi h s a e bank supervisors in carrying ou  Sec ion 201. Impor an ly,  he consul a ion obliga ion requires 
engagemen  wi h s a e regula ors no  only in  he developmen  and es ablishmen  of  he CBLR Framework 
bu  also in  he ongoing implemen a ion and opera ion of  he CBLR Framework. In  his sec ion, we 
highligh   he impor ance of consul a ion prior  o implemen a ion and recommend several minor revisions 
 o  he proposed rule  ha  would more appropria ely address  he requiremen  for ongoing consul a ion as 
well as  he impac  of  he CBLR framework on s a e regula ory au hori y.

Given  ha  nearly 80 percen  of banks wi h less  han $10 billion in  o al asse s are s a e-char ered banks, 
how  he CBLR Framework is designed and calibra ed is cri ically impor an   o  he supervisory work of 
s a e bank regula ors. For  his reason, we reques   ha   he agencies no   ake an unduly narrow view of  he 
consul a ion requiremen  and, ins ead, more ac ively include s a e bank supervisors in delibera ions 
regarding CBLR implemen a ion. We believe  ha  Congress clearly in ended for  he agencies and s a e 
bank regula ors  o have ongoing, meaningful dialogue abou   he implemen a ion of Sec ion 201.

While we apprecia e  he consul a ion  ha  has  aken place so far, we also believe  ha  going forward 
cer ain revisions  o  he proposed CBLR Framework would more accura ely reflec   he requiremen   o 
consul  wi h s a e bank supervisors in  he opera ion of  he CBLR Framework. Specifically, as discussed 
below, we believe an adjus men   o how case-by-case disqualifica ion de ermina ions are made and 
clarifica ion regarding  he impac  of  he CBLR Framework on s a e bank regula ory au hori y would be 
appropria e.

As explained above,  he agencies have proposed qualifying cri eria  ha , if no  me , would disallow a 
qualifying communi y bank from using  he CBLR. In addi ion  o  hese enumera ed qualifying cri eria,  he 
proposal also indica es  ha   he agencies may, from  ime- o- ime, rely on  heir o her general au hori y  o 
disallow use of  he CBLR by an o herwise qualifying communi y bank based on risk profile fac ors no  
cap ured by  he enumera ed qualifying cri eria. S a e bank regula ors believe  his is a pruden  approach. 
While i  is impor an   o promulga e clear and uniform concen ra ion  hresholds  o serve as CBLR 
qualifying cri eria in order  o provide cer ain y  o  he indus ry, we believe i  is impera ive  ha , as bank 
supervisors, we re ain  he flexibili y  o  ake appropria e supervisory ac ion on a case-by-case basis.

As  he char ering au hori y for s a e banks, s a e law provides s a e bank regula ors wi h  he general 
au hori y  o address unsafe and unsound prac ices, deficien  capi al levels, and viola ions of law and 
regula ion, jus  as federal law provides  he agencies wi h such au hori y. These independen  sources of 
au hori y are exercised concurren ly wi h  he FRS, wi h respec   o s a e member banks, and  he FDIC, 
wi h respec   o s a e nonmember banks.

In ligh  of  his concurren  regula ory scheme, we believe  he proposed rule should be revised  o expressly 
provide  ha  for an o herwise qualifying communi y bank  ha  is s a e-char ered  o be disqualified from 
using  he CBLR based on cri eria o her  han  he enumera ed qualifying cri eria, such a de ermina ion mus  
be made join ly by  he FDIC or FRS and  he appropria e s a e bank supervisor. A  a minimum,  he 
proposed rule should be revised  o a  leas  require consul a ion wi h  he appropria e s a e bank regula or
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prior  o making such a de ermina ion effec ive because Sec ion 201(d) manda es  ha   he agencies consul  
wi h  he “ he applicable S a e bank supervisors in carrying ou   his sec ion.”

Las ly, for  he avoidance of doub , s a e bank regula ors wish  o emphasize  ha   he Sec ion 201 and  he 
CBLR Framework do no  preven  s a e bank regula ors from imposing capi al requiremen s in addi ion  o 
 he CBLR. As men ioned above, s a e bank regula ors, like  he agencies, have a general au hori y  o 
impose capi al requiremen s on s a e-char ered banks  hrough  he supervisory process. We believe  ha   he 
language or in en  of Sec ion 201 canno  reasonably be in erpre ed  o preven  s a e bank regula ors from 
exercising  his general pruden ial au hori y. The reserva ion of  his au hori y is all  he more impor an  
here, where less risk-sensi ive measures of capi al adequacy will be employed and more reliance will be 
placed on  he supervisory process  o ensure  he safe y and soundness of communi y banks.

C nclusi n

S a e bank regula ors apprecia e  he oppor uni y  o commen  on  he proposed CBLR Framework. This 
le  er was in ended  o ou line our concerns wi h  he inclusion of cer ain me rics as qualifying cri eria, how 
cer ain qualifying cri eria have been defined, and  he role of s a e bank regula ors in  he opera ion of  he 
CBLR Framework. S a e bank regula ors share  he agencies’ goal of ensuring  he CBLR provides 
appropria e regula ory relief  o qualifying communi y banks while ensuring  he con inue s reng h and 
resiliency of  he banking indus ry. We believe Sec ion 201 can and should be implemen ed in a manner 
 ha  mee s  hese goals. As wi h  he recommenda ions in our previous le  er, we are confiden   ha , if  he 
recommenda ions in  his le  er are adop ed,  his goal can be achieved.

Sincerely,

—-

John Ryan
Presiden  & CEO
John Ryan 
Presiden  & CEO



Appendix: Alternative Pr cedure f r Treatment  f a CBLR Bank that Falls Bel w the
CBLR

In direc ing  he agencies  o es ablish  he CBLR Framework, Sec ion 201 of EGRRCPA clearly specifies 
 he consequences of exceeding  he CBLR bu  is much less clear as  o  he consequences for subsequen ly 
falling below  he CBLR. Sec ion 201 direc s  he agencies  o “es ablish procedures for  rea men ” of a 
CBLR bank  ha  falls below  he CBLR af er exceeding  he CBLR.

To es ablish  hese procedures,  he agencies have proposed crea ing a separa e PCA framework for CBLR 
banks and allowing CBLR banks  o “op  ou ” of  he CBLR Framework. In ligh  of  hese procedures, a 
CBLR bank can ei her op  ou  of  he CBLR Framework prior  o falling below  he CBLR or, af er falling 
below  he CBLR, remain in  he CBLR Framework and be deemed less  han well-capi alized. In our prior 
le  er, CSBS ou lined i s policy concerns wi h  hese proposed procedures, par icularly  he es ablishmen  
of  he new PCA Framework, and expressed  ha   he consequence of falling below  he CBLR should be 
 ha   he bank is required  o resume repor ing and complying wi h  he generally applicable capi al rules.

S a e regula ors are sensi ive  o concerns  ha  immedia ely  ransi ioning back in o compliance wi h  he 
curren  capi al rules upon falling below  he CBLR may be a difficul  and burdensome  ask, par icularly 
for a bank  ha  has only repor ed  he CBLR for a number of years. For  his reason, in  his Appendix, 
CSBS ou lines an al erna ive procedure for  he  rea men  of a CBLR bank  ha  falls below  he CBLR. We 
believe  his approach is preferable  o  he es ablishmen  of a PCA Framework and will encourage 
communi y banks  o elec   o use  he CBLR.

Our proposed al erna ive for  he  rea men  of a CBLR bank  ha  falls below  he CBLR would be designed 
as follows:
• A CBLR bank  ha  falls below a CBLR of 9 percen  would be given a  wo-quar er “grace period”  o 

res ore i s CBLR  o grea er  han 9 percen . If  he CBLR bank fails  o exceed a CBLR of 9 percen  by 
 he end of  he  wo-quar er grace period,  hen, a   he end of  he  wo-quar er period, i  would be 
required  o comply wi h  he generally applicable capi al rules, including  he repor ing of risk-based 
capi al informa ion.

• A CBLR bank  ha  falls below a CBLR of 8 percen  would, in  he same quar er, be required  o 
comply wi h  he generally applicable capi al rules, including  he repor ing of risk-based capi al 
informa ion.

There are several benefi s  o  his proposed approach. In allowing for a grace period,  his approach would 
avoid requiring a bank  o  ransi ion back  o  he curren  capi al rules when i  falls only sligh ly below  he 
CBLR for a limi ed  ime. Addi ionally, by limi ing  he leng h of  he grace period, communi y banks 
would be discouraged from main aining a CBLR be ween 8 and 9 percen . Las ly, by requiring a bank 
 ha  falls below a CBLR of 8 percen   o immedia ely begin complying wi h  he generally applicable 
capi al rules,  he bank will have  he oppor uni y  o show whe her or no  i  is well capi alized for PCA 
purposes, all informa ion needed  o assess  he capi al adequacy of  he bank will  hen be available, and 
 here will be no confusion as  o  he s a us of  he bank for PCA purposes.
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